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Message Text 

UNCLASSIFIED 

PAGE 01 LONDON 01706 031835Z 
ACTION EB-08 

INFO OCT-01 EUR- 1 2 IO-14 ISO-OO AGRE-00 CEA-01 CIAE-00 
COME-OO DODE-OO FRB-01 H-02 INR-07 INT-05 L-03 
LAB-04 NSAE-00 NSC-05 PA-02 CTME-00 AID-05 SS-15 
STR-07 ITC-01 TRSE-00 USIA-15 PRS-01 SP-02 SOE-02 
OMB-Ol DOE-11 ARA-14 NEA-10 EA-12 /161 W 

034043 031840Z/45 13 

R 311857Z JAN 78 
FM AMEMBASSY LONDON 
TO SECSTATE WASHDC 2647 
INFO AMEMBASSY BONN 
AMEMBASSY BRUSSELS 
AMEMBASSY COPENHAGEN 
AMEMBASSY DUBLIN 
AMEMBASSY LUXEMBOURG 
AMEMBASSY THE HAGUE 
AMEMBASSY PARIS 
AMEMBASSY ROME 
AMCONSUL BREMEN 
AMCONSUL MILAN 
USMISSION GENEVA 

UNCLAS LONDON 01706 

PASS AGRICULTURE ELECTRONICALLY 
BRUSSELS ALSO FOR USEEC 
PARIS ALSO FOR USOECD 
GENEVA FOR MTN 

CORRECTED COPY - SIGNATURE 
E.O. 11652: N/A 
TAGS: EAGR, EC 

SUBJECT: EFFECTS OF NEW EUA CONVERSION RATE ON US 
TOBACCO ENTRY INTO UK 
REF: LONDON 1587 

SUMMARY: MAJOR TOBACCO COMPANIES CONTACTED WERE FAIRLY 
CONSISTENT IN APPRAISAL OF EFFECTIVE 52 PERCENT INCREASE 
UNCLASSIFIED 

UNCLASSIFIED 

PAGE 02 LONDON 01706 031835Z 

IN TARIFF. SHORT TERM IMPACT WILL BE MINIMAL, LONG TERM 
IMPACT APPEARS DISASTROUS. 

1 . THE TRADE HAS BEEN CONCERNED FOR SOME TIME ABOUT HIGH 
US PRICES AND QUALITY. ESPECIALLY IN PAST 2 OR 3 YEARS, 

USAGE OF US TOBACCO HAS DETERIORATED TO ABOUT MINIMUM, 

DROPPING FROM A LEVEL OF 45 PERCENT TO PRESENT 25 PERCENT 


Sheryl P. Walter Declassified/Released US Department of State EO Systematic Review 20 Mar 2014 



Sheryl P. Walter Declassified/Released US Department of State EO Systematic Review 20 Mar 2014 


IN BLENDS. THE ABSOLUTE MINIMUM BLEND LEVEL POSSIBLE 
WITH PRESENT QUALITY STANDRDS IS 20-23 PERCENT. CONSE- 
QUENTLY, ONE COMPANY FORESEES NO CHANGE IN PURCHASES, 
ANOTHER EXPECTS A MODEST 10-15 PERCENT REDUCTION, AND 
ANOTHER PREDICTS A SLIGHT INCREASE IN PURCHASES AS THE 
PVOR QUALITY LAST YEAR DEPRESSED THEIR NORMAL LEVELS OF 
BUYING WHICH WILL HAVE TO BE MADE UP THIS YEAR. 

2. IN THE LONG TERM (10 YEARS) ALTERNATIVES WILL BE 
FOUND AS THE PRICE DIFFERENTIAL WIDENS. US IS ON TOP OF 
THE COST CURVE AND GROWING. ARGENTINE, BRAZILIAN, 
KOREAN, SE ASIAN TOBACCO IS NOT ONLY ABOUT HALF THE PRICE 
BUT ENJOYING GSP TREATMENT, PAYING 45 PERCENT OF THE FULL 
RATE IN THEIR LOWER TARIFF CATEGORY. IT IS UNREASONABLE 
TO EXPECT THAT GOOD QUALITY SUBSTITUTES WILL NOT BE 
DEVELOPED EVENTUALLY. PRESENTLY, COMPANIES ARE LOCKED 
INTO BLEND FORMULAE BUT THE PROPOSED CONVERSION CHANGE 
HAS INTENSIFIED THE SEARCH FOR ALTERNATIVES TO US 
TOBACCO. BREWSTER. 


UNCLASSIFIED 


NNN 
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